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Check each applicable box below. (See instructions for further detail )

All required component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assets
(P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit only holds deposits/investments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulfetin for
Audils of Local Units of Government in Michigan, as revised {see Appendix H of Bulletin).

There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Division {LAFD). If there is such activity that has
not been communicated, please submit a separate report under separate cover.

The local unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally
accepted accounting principles (GAAP).

The board or council approves all invoices prior to payment as required by charter or statute,

To our knowledge, bank reconciliations that were reviewed were performed timely.

If & local unit of government (authorities and cornmissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a
description(s) of the authority and/or commission,
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Village of Garden
- Delta County, Michigan
INDEPENDENT AUDITORS' REPORT
-

We have audited the accompanying financial statements of the governmental activities, the business-
type activities and each major fund of the Village of Garden as of and for the year ended

- February 28, 2005, which collectively comprise the Village’s basic financial statements as listed in
the table of contents. These financial statements are the responsibility of the Village’s management.
Our responsibility is to express opinions on these financial statements based on our audit.

L
We conducted our audit in accordance with auditing standards generally accepted in the United
- States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
- free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
- financial statement presentation. We believe that our audit provides a reasonable basis for our
| opinions.
- In our opinion, the financial statements referred to above present fairly, in all material respects, the

respective financial position of the governmental activities, the business-type activities, each major
fund of the Village of Garden as of February 28, 2005, and the respective changes in financial

- position thereof for the year then ended, in conformity with accounting principles generally accepted
in the United States of America.

- As described in Note 2, the Village of Garden has implemented a new financial reporting model, as
required by the provisions of GASB Statement No. 34, Basic Financial Statements - and
Management’s Discussion and Analysis - for State and Local Governments, as of March 1, 2004.

-

In accordance with Government Auditing Standards, we have also issued our report dated
p- February 6, 2006, on our consideration of the Village’s internal control over financial reporting and
: on our tests of its compliance with certain provision of laws, regulations, contracts and grant

agreements and other matters. The purpose of that report is to describe the scope of our testing of
- internal control over financial reporting and compliance and the results of that testing, and not to
; provide an opinion on the internal control over financial reporting or on compliance. That report is

an integral part of an audit performed in accordance with Government Auditing Standards and
- should be considered in assessing the results of our audit.

401 Ludington Street » Escanaba, Mi 4982¢ SH e-mail: sih@chaorfermi.nat
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Village of Garden
February 6, 2006
Page 2

The management’s discussion and analysis and budgetary comparison information on pages 3
through 6 and 27 through 28 are not a required part of the basic financial statements but are
supplemental information required by accounting principles generally accepted in the United States
of America. We have applied certain limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on

it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Village’s basic financial statements. The accompanying other
supplemental information, as listed in the accompanying table of contents, is presented for the
purpose of additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
staternents and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

JAM,{, , ﬂ'\éwﬂg //Wg,[@,_, /f{ | / ’m"f””?/ Wiz

Certified Public Accountants
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VILLAGE OF GARDEN

MANAGEMENTS DISCUSSION AND ANALYSIS
February 28, 2005

This discussion and analysis of the Village’s financial position and activities is presented as of and
for the year ended February 28, 2005. The information presented should be read in conjunction with
the Village’s financial statements that follow.

The discussion and analysis is intended to assist the readers understanding of the financial statements
by highlighting summarized financial data, activities, trends and other related information.

ANNUAL REPORT
The Village’s annual report consists of three main financial information components as follows:

. Basic financial statements
. Required supplemental information
. Other supplemental information

Basic Financial Statements - The basic financial statements present government - wide financial
statements that provide information about the Village’s financial condition and activities as a whole.
The government - wide financial statements provide data relating to the long-term nature of the
Village’s operations by reporting all Village assets and liabilities that will provide or require
financial resources in the future and the Village’s investment in property and equipment.

In addition, the basic financial statements present fund financial statements that provide information
about the significant individual funds of the Village. The basic financial statements also include
footnote disclosures necessary to provide additional information regarding the basic financial
statements and other significant issues regarding the Village’s financial position and activity.

Required Supplemental Information - Required supplemental information is not a part of the basic
financial statements but is an important part of the annual report. The primary financial information

contained herein is budgetary information of the Village’s General Fund and other major special
revenue funds.

Qther Supplemental Information - Other supplemental information provides additional financial
information regarding budgetary information not included as required supplemental information.



VILLAGE OF GARDEN
[}
MANAGEMENTS DISCUSSION AND ANALYSIS (Continued)
February 28, 2005
[ ]
- FINANCIAL HIGHLIGHTS
Financial highlights discussed below include the following items:
- . Adoption of GASB Statement 34
. Government-wide financial information
. Governmental funds financial information
- . Business-type funds financial information
. Other information
= Adoption Of GASB Statement 34 - This annual report has been prepared in accordance with
Governmental Accounting Standards Board Statement 34. The new standard was implemented for
- the first time in the current year. Information for the year 2004 presented below has been restated
to be comparative with 2005.
- Government - Wide Financial Information - The following is a comparison of the net assets of
the Village as a whole for the years ended February 28, 2005 and 2004:
L]
Governmental Activities  Business-type Activities Totals
2005 2004 2005 2004 2005 2004
]
Cash $ 13,121 § 32,530 § 12,085 § 8418 § 25206 § 40,948
Receivables 17,374 18,919 2,584 4. 060 19,958 22,979
- Prepaids - 3,725 - - - 3,725
' Internal Balances ( 26.725) 15,393 26.725 ( 15,393) - -
- Total noncapital assets  $ 3,770 § 70,567 $§ 41,394 (§ 2915) $§ 45164 § 67,652
: Capital assets, net 94,761 40,457 1,087,559 1,126,144 1,182,320 1.166.601
- Total assets $__98531 $_111,024 $1.128953 $1.123,220 $1,227484 §$1,234253
Current liabilities and
deferred revenues $ 25529 § 33,767 $ 7,464 § 7,538 0§ 32993 § 41,305
-~ Long-term debt 60,777 31,191 175,500 178,500 236,277 209,691
Total liabilities $__86306 $__ 64958 $_182964 $_186038 §_269270 §_250,996
F
Net assets:
Invested in capital assets,
- net of related debt $ 18,298 § 9266 $ 909,059 $ 944,644 $ 927,357 $ 953,910
Restricted net assets - - 12,085 8,418 12,085 3,418
Unrestricted net assets ( 6.073 36,800 24,845 ( __15871) __18772 __20,929
[
Total Net Assets $__12225 $__46,066 $_945989 §$_0937,191 §$_958214 §_0983257
-
4.
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VILLAGE OF GARDEN

MANAGEMENTS DISCUSSION AND ANALYSIS (Continued)
February 28, 2005

Government - Wide Financial Information (Continued)

Significant revenues and expenditures on a government-wide basis are as follows for the year ended
February 28, 2005:

Revenues: Governmental Activities Business-type Activities
Program: % %
Charges for services $ 9,835 11 $ 37,073 38
Grants and contributions 20,447 23 - -
General:
Taxes 25,430 29 - -
State shared revenue 22,627 25 - -
Other 8,160 9 13 -
Special items 2.801 3 60,000 62
Total $ 89,300 _100 $ 97,086 _100
Expenditures:
Legislative $ 3,686 3 $ - -
General government 76,733 63 - -
Public works 32,096 26 - -
Recreation and culture 1,642 1 - -
Interest expense 932 - - -
Unallocated depreciation 8,052 7 - -
Water - - 88,287 100
Total $ 123.141 _100 $ 88,287 100
Change in Net Assets (% 33,841) $ 8.799

Revenues reported for the year ended February 28, 2005 included a $60,000 embezzlement recovery.

Expenditures for the year ended February 28, 2005 were comparable to prior year except for
embezzlement losses in the prior year of $11,752.

! : : 3 ation - As discussed in the basic financial statements, the
basis of presentatlon a.nd the ba51s of accounting used in preparing the government-wide and
governmental funds financial statements are different. Accordingly, the governmental funds
information presented below will differ from the government-wide information presented above.

The fund balances of the governmental funds of the Village decreased by $40,873.

Cash balances of the governmental funds decreased by $19,409 to $13,121.




VILLAGE OF GARDEN

MANAGEMENTS DISCUSSION AND ANALYSIS (Continued)
February 28, 2005

Revenues and expenditures for the year ended February 28, 2005 are as follows:

2005

Total Revenues

General fund $ 125,147

Other funds 20,447
Total Expenditures

General fund 154,205

Other funds 32,262
Change in fund balances (8 40.873)

The Village prepares and adopts budgets on a cash basis. For the year ended February 28, 2005, in
the General Fund, actual revenues were $68,748 and budgeted revenues were $83,800 for a variance
of $15,052. This variance was primarily due to budgeting interfund reimbursements as revenue.
Actual expenditures were $154,393 and budgeted expenditures were $110,726 for a variance of
$43,667. This variance was primarily due to not budgeting for a capital outlay expenditure. In the
Major and Local Street funds, actual and budgeted revenues were comparable. Actual and budgeted
expenditures were also comparable except for capital outlay expenditures that were not budgeted for,
which created a variance of $3,031 in both funds.

Other Information

Debt Service - In the General Fund the Village made principal payments on long-term debt totaling
$9,022. Total outstanding debt as of February 28, 2005 was $78,463. The principal and interest debt
service requirement for the next fiscal year is $17,686.

In the Water System Fund, the Village made principal payments of $3,000. Total outstanding debt
as of February 28, 2005 was $178,500. The principal and interest debt service requirement for the
next fiscal year is $11,925.

Capital Outlay - In the governmental activities funds, the Village purchased equipment totaling
$62,356 during the year. The Village’s total investment in property and equipment totaled $191,157
as of February 28, 2005.

In the Water System Fund, the Village purchased equipment totaling $600 during the year. The
Village’s total investment in the Water System, property and equipment totaled $1,569,053.

This financial report is designed to give an overview of the financial condition of the Village of
Garden. If you have questions or need additional information, it can be obtained by contacting the
Village President.

-6-
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VILLAGE OF GARDEN

STATEMENT OF NET ASSETS

February 28, 2005
ASSETS
Governmental Business-type
Activities Activities Total
Current Assets:
Cash 13,121 % - 13,121
Due from other governmental units 11,029 - 11,029
Other receivables 6,345 2,584 8,929
Internal balances (26,725) 26,725 -
TOTAL CURRENT ASSETS 3,770 % 29,309 33,079
Restricted Assets-Cash - $ 12,085 12,085
Capital Assets:
Buildings, land and improvements 37,737 § 12,455 50,192
Water system - 1,525,287 1,525,287
Equipment 106,941 14,000 120,941
Vehicles 46,479 17,311 63,790
Less: accumulated depreciation (96,396) (481,494) (577.890)
NET CAPITAL ASSETS 94,761 § 1,087,559 1,182,320
TOTAL ASSETS 98,531 § 1,128,953 1,227,484
LIABILITIES AND NET ASSETS
Current Liabilities:
Other accrued liabilities 2,000 % - 2.009
Accrued interest on long-term debt - 4.464 4,464
Deferred revenues 5,834 - 5,834
Current portion of long-term obligations 17,686 3,000 20.686
TOTAL CURRENT LIABILITIES 25,529 % 7,464 32,993
Noncurrent Liabilities:
Notes payable 60,777 - 60,777
Revenue bonds payable - 175.500 175,500
TOTAL NONCURRENT LIABILITIES 60,777 § 175,500 236,277
TOTAL LIABILITIES 86.306 % 182,964 269.270
Net Assets:
Invested in capital assets, net of related debt 18,298 § 909,059 927,357
Restricted - 12,085 12,085
Unrestricted (deficit) (6,073) 24,845 18,772
TOTAL NET ASSETS 12,225 % 945,989 958.214
TOTAL LIABILITIES AND NET ASSETS 98,531 § 1,128,953 1.227.484

See notes to financial statements.
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Functions/Programs

Governmental Activities:
Legislative
General government
Public works
Recreation and culture
Interest on long-term debt
Unallocated depreciation

TOTAL GOVERNMENTAL ACTIVITIES

Business-type Activities:
Water

TOTAL BUSINESS-TYPE ACTIVITIES

VILLAGE OF GARDEN

STATEMENT OF ACTIVITIES

For the year ended February 28, 2005

Net Revenue ( Expense) and Changes in Net Assets

Program Revenues
Operating
Charges for Grants and Governmental Business-type
Expenses Services Contributions Activities Activites Total
$ 3686 § - 5 - 3 (3,686) 3 (3,686)
76,733 9,835 - {66,898) (66,898}
32,096 - 20,447 {11,649 (11,649
1,642 - - (1,642) (1,642)
932 - - (932) {932)
8,052 - - (8,052) (8.052)
$ 123,141 § 9835 % 20447 3 (92,859) b {92.859)
3 88,287 $ 37073 % - $ (51.214) $ (51.214)
by 88,287 % 37.073 % - $ (51,214) 3 (51,214}
General Revenues:
Property taxes $ 25430 $ 0 25,430
State shared revenues 22,627 0 22,627
Other - local 8,160 13 8,173
Special ltems: Embezzlement recovery - 60,000 60,060
Insurance proceeds 2,801 0 2 801
TOTAL GENERAL REVENUES AND SPECIAL [TEMS § 59,018 60,013 119.031
Change in net assets 3 (33,841 8,799 {25,042)
Net assets - March 1, 2004 46,066 937.190 983,256
Net assets - February 28, 2005 $ 12,225 945,989 958.214

See notes to financial statements.
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See notes to financial statements.

VILLAGE OF GARDEN

BALANCE SHEET

GOVERNMENTAL FUNDS

February 28, 2005

Major Local
General Street Street
Fund Fund Fund Total
ASSETS
Cash b 2,331 % 5,648 5,142 % 13,121
Accounts receivable 511 - - 511
Taxes receivable 5,834 - - 5,834
Due from other governmental
units 7,052 2,776 1,201 11,029
Due from other funds 6,833 21,602 - 28,435
TOTAL ASSETS $ 22,561 % 30,026 6,343 § 58,930
LIABILITIES AND FUND BAILANCE
LIABILITIES:
Due to other funds $ 47396 §$ - 7,764 § 55,160
Other accrued liabilities 2,009 - - 2,009
Deferred revenues 5,834 - - 5,834
TOTAL LIABILITIES $ 55,239 § - 7,764 § 63,003
FUND BAT ANCE:
Reserved $ - 5 - - ¥ -
Designated - - - -
Unreserved and undesignated (32,678) 30,026 (1,421) (4,073)
TOTAL FUND BALANCES 3 (32,678) § 30,026 (1,421) § {4,073)
TOTAL LIABILITIES
AND FUND BALANCE $ 22561 % 30,026 6,343 § 58,930




VILLAGE OF GARDEN

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCES

TO NET ASSETS OF GOVERNMENTAL ACTIVITIES

February 28, 2005

Total fund balances-governmental funds

Capital assets used in governmental activities are not financial
resources and therefore are not reported as assets in governmental
funds.

Cost of net assets
Accumulated depreciation

Long-term labilities are not due and payable in the current period
and therefore are not reported as liabilities in the funds. Long-term
liabilities at year-end consist of:

Notes payable

Total net assets-governmental activities

See notes to financial statements.
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$ (4,073)
$ 191,157
(96,396) 094,761
(78,463)
§__ 12005



VILLAGE OF GARDEN

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -

GOVERNMENTAL FUNDS

For the year ended February 28, 2005

REVENUES
Taxes
State sources
Charges for services
Interest and rentals
Other
TOTAL REVENUES

EXPENDITURES
Legislative
General government
Public works
Recreation and culture
Debt service
Capital outlay

TOTAL EXPENDITURES

EXCESS OF REVENUES
OVER (UNDER)
EXPENDITURES

OTHER FINANCING
SQURCES (USES)

Proceeds from notes payable

EXCESS OF REVENUES
AND OTHER SOURCES
OVER (UNDER)
EXPENDITURES

AND OTHER USES

Fund Balance, March 1

FUND BALANCE, FEBRUARY 28

See notes to financial statements.

Major Local
General Strect Street
Fund Fund Fund Total
$ 25430 § - 3 -8 25,430
22,627 13,154 7,293 43,074
9,835 - - 9.835
6,440 - - 6,440
4,521 - - 4,521
$ 68,853 § 13,154 § 7293 § 89.300
N 3,686 § - 5 - 8 3,686
76,733 - - 76,733
5,896 14,647 11,553 32,096
1,642 - - 1,642
9,954 - - 9,954
56,294 3,031 3,031 62,356
b 154205 $ 17,678 % 14,584 § 186,467
b (85,352) § (4,524) $ (7,291) § (97,167)
56,294 - - 56,204
h (29,058) $ (4,524) § (7,291) § (40,873)
(3,620) 34,550 5,870 36,800
$ (32,678) $ 30,026 § (1,421) § (4,073)

-11-



VILLAGE OF GARDEN

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

For the year ended February 28, 2005

Total net change in fond balance-governmental funds b (40,873)

Amounts reported for governmental activities in the statement
of activities are different because:

Governmental funds report capital outlays as expenditures, however, in the
statement of activities, the cost of those assets is allocated over their estimated
useful lives as depreciation expense. This is the amount by which capital cutlay
exceeded depreciation in the current period.
Capital Outlay 5 62,356
Depreciation 3,052
54,304
Governmental funds report the issuance of long-term debt as an other financing source
and the repayment of the principal on long-term debt as an expenditure, while the
statement of activities does not.
Issuance of notes payable in the current period $ (56,294)
Principal payments on notes payable in the current period 9,022 (47,272)

Change in net assets of Governmental Activities $ (33,841)

See notes to financial statements.

-12-




ASSETS
Current Assets:
Accounts receivable

Other Assets:
Due from other funds

Restriced Assets-cash

Land
Water system
Vehicles
Equipment
Less: accumulated depreciation

LIABILITIES

Current Liabilities:
Interest payable
Due to other funds

VILLAGE OF GARDEN

STATEMENT OF NET ASSETS

BUSINESS-TYPE FUNDS

February 28, 2005

TOTAL CURRENT ASSETS

TOTAL ASSETS

Current portion of long-term obligations

Long-term obligations:
Revenue bonds payable

NET ASSETS

TOTAL CURRENT LIABILITIES

TOTAL LIABILITIES

Invested in capital assets-net of related debt

Restriced for debt service
Unrestricted

See notes to financial statements

TOTAL NET ASSETS
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Water
System
Fund Total
2,584 $ 2,584
2,584 $ 2,584
43,854 § 43,854
12,085 §$ 12,085
12,455 $ 12,455
1,525,287 1,525,287
17,311 17.311
14,000 14,000
(481,494) (481,494)
1,087,559 $ 1,087,559
1,146,082 $ 1,146,082
4,464 $ 4,464
17,129 17,129
3,000 3,000
24593 § 24,593
175,500 175,500
200,093 $ 200,093
909,059 $ 909,059
12,085 12,085
24,845 24,845
045,989 §$ 945,989




VILLAGE OF GARDEN

STATEMENT OF REVENUES., EXPENSES AND CHANGES IN NET ASSETS
BUSINESS -TYPE FUNDS

For the year ended February 28, 2005

Water
System
Fund Total
Operating Revenues:
Customer charges $ 37073 § 37,073
TOTAL OPERATING REVENUES § 37,073 §$ 37,073
Operating Expenses:
Wages $ 12,180 §$ 12,180
Operating supplies 1,305 1,305
Insurance 3,632 3,632
Utilities 4,819 4,819
Fuel 900 900
Repairs 16,189 16,189
Miscellaneous 1,120 1,120
Depreciation 39,185 39,185
TOTAL OPERATING EXPENSES § 79,330 $ 79,330
Operating Income (Loss) $ 42,257) $ (42,257)
Nonoperating Revenues (Expenses)
Interest income 13 13
Embezzlement recovery 60,000 60,000
Interest expense (8,957) (8,957)
NET INCOME § 8,799 § 8,799
Net assets , March 1 937.190 937,190
Net assets , February 28 $ 045,989 §$ 945,989

See notes to financial statements
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VILLAGE OF GARDEN

STATEMENT OF CASH FLOWS
BUSINESS-TYPE FUNDS

For the year ended February 28, 2005

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers
Payments to suppliers
Payments to employees

NET CASH FROM OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Principal paid on revenue bonds
Interest paid on revenue bonds
Purchases of capital assets

NET CASH FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest received

NET CASH FROM INVESTING ACTIVITIES
NET INCREASE (DECREASE) IN CASH
Cash, March 1
Cash, February 28

RECONCILIATION OF OPERATING INCOME (LOSS)
TO NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES:

Operating income (loss)
Adjustments to reconcile operating income (loss) to net cash
provided (used) by operating activities:
Depreciation
Change in assets and liabilities:
Accounts receivable
Due from other funds

NET CASH PROVIDED BY OPERATING ACTIVITIES

See notes to financial statements
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Water System

Fund Total
38,549 §$ 38,549
(10,083) (10,083)
{(12,180) (12,180)
16,286 § 16,286
(3,000) § (3,000)
(9,032) (9,032)
(600) (600)
(12,632) § (12,632)
13 § 13
13 § i3
3,667 3,667
8,418 8,418
12,085 § 12,085
(42257 § (42,257)
39,185 39,185
1,476 1,476
17,882 17,882
16,286 § 16,286




VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Village of Garden have been prepared in accordance with
generally accepted accounting principles in the United States of America as applicable
to governmental entities. A summary of the significant accounting policies followed in
the preparation of the financial statements are presented below.

A) Reporting Entity - The Village of Garden’s financial statements present the Village
as the primary government. The Township does not have any component units.

B) Basic Financial Statements - The Village’s basic financial statements are comprised
of the following four components:

1)

1) Government-wide financial statements
2)  Governmental funds financial statements
3) Business-type funds financial statements
4)  Notes to the financial statements

Government-wide financial statements report information on all of the nonfiduciary
activities of the Village. The effect of interfund activity has generally been

removed from these statements. Governmental activities normally supported by
taxes and intergovernmental revenues are reported separately from business-type
activities which rely to a significant extent on fees and charges for support.

The Statement of Net Assets displays the assets, liabilities and net assets of the
Village as a whole. The Statement of Activities demonstrates the degree to which
the direct expenses of a given function are offset by program revenue. Program
revenues include user fees and grants and contributions restricted for specific
operational or capital acquisition purposes. Taxes, unrestricted state grants and
other revenues not properly reported as program revenues are reported as general
revenues,

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting as are the
proprietary fund financial statements. Revenue is recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Property taxes are recognized as revenue in the year for which
they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.
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VILLAGE OF GARDEN

NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2)

Governmental funds financial statements report on the individual governmental
funds of the Village. Major governmental funds are reported on separately.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenue is recognized as soon as it is both measurable and available. Revenue is
considered to be available if it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Viliage
considers revenue to be available if they are collected within 60 days of the end of
the current fiscal period. Significant revenue sources meeting the availability
criteria include state shared revenues. Various receivables collected after the
period of availability would be recorded as deferred revenues.

Expenditures generally are recorded when a liability is incurred. Expenditures not
normally paid from currently available resources are recorded when payment is
due. Examples of expenditures recorded when due would include debt service
expenditures, expenditures relating to compensated absences, and claims and
judgements.

The individual governmental funds are each considered a separate accounting
entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprise its assets, liabilities, fund equity, revenues, and
expenditures. Government resources are allocated to and accounted for in
individual funds based upon the purposes for which they are to be spent and the
means by which spending activities are controlled. The Village’s governmental
funds can be classified into two specific fund types. The specific fund types,
purposes and the actual funds maintained by the Village, are as follows:

General Fund - The General Fund is the general operating fund of the Village.
It is used to account for all financial resources and transactions not properly
or legally accounted for in another of the Village’s funds.

Special Revenue Funds - The Village’s special revenue funds are used to

account for proceeds of specific revenue sources or to finance specific
activities as required by law or administration regulations. The following
special revenue funds are maintained by the Village:

Major Funds:
. Major Street Fund
. Local Street Fund
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VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3)

4)

Business-type funds financial statements report proprietary funds that include
enterprise funds. The Village’s only enterprise fund is its Water System Fund. The
focus of proprietary fund measurement is upon determination of operating income,
changes in net assets, financial position, and cash flows. The generally accepted
accounting principles applicable are those similar to businesses in the private
sector.

Amounts reported as program revenue include: (1) charges to customers or
applicants for goods, services or privileges provided: (2) operating grants and
contributions; and (3) capital grants and contributions.

Proprietary funds distinguish operating revenue and expenses from nonoperating
items. Operating revenue and expenses generally result from providing services
and producing and delivering goods in connection with a proprietary fund’s
principal ongoing operations. The principal operating revenue of the Village’s
proprietary fund relates to charges to customers for sales and services. Operating
expenses for proprietary funds include the cost of sales and services, administrative
expenses, depreciation on capital assets and debt costs associated with financing
upgrades to the water system. All revenue and expenses not meeting this definition
are reported as nonoperating revenue and expenses.

Notes to the financial statements provide information to the reader that is
considered critical to the readers understanding of the financial statements and the
Village’s financial position and activities. The disclosures provide information that
generally cannot be determined by a reading of the other sections of the financial
statements.

C) Budgets - The Village prepares and adopts budgets on a cash basis. Unexpended
appropriations Iapse at the end of the fiscal year. The Village’s general fund expenditure
budget is adopted at the activity level. The Village also adopts special revenue fund
budgets, which adopt expenditures at the account level. The Village President is
responsibie for the preparation and monitoring of the budget. The Village Council is
responsible for the approval of the original budgets and any subsequent amendments.

D) Cash - For purposes of the Statement of Cash Flows cash includes restricted cash in
the Water System Fund.
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VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

E) Restricted Assets - Certain bond ordinances require that the Water System fund
establish and maintain prescribed cash revenues that can be used only to service
outstanding debt and for maintenance, renewal, and replacement.

F) Accounts Receivable - Property taxes and other accounts receivable are shown net
of any allowance for amounts that the Township believes will be uncollectible. Amounts
due from other governments represent accounts receivable from state governments.

G) Capital Assets - Capital assets, which include property, plant, and equipment are
reported in the applicable governmental or business-fype activities column in the
government-wide financial statements. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are recorded
at estitnated fair market value at the date of donation. The Village has elected not to
retroactively record the value of infrastructure assets.

Capital assets are depreciated using the straight-line method over the following useful

lives:
. Water system 40 years
. Buildings and Improvements 10 to 30 years
. Vehicles 5 to 7 years
. Equipment 5to 15 years

Capital assets are recorded as an asset and depreciated for the government-wide financial
statements and proprietary fund statements but are not recorded in the governmental fund
financial statements. The acquisition of capital assets are reported as an expenditure in
the governmental fund financial statements when acquired.

H) Deferred Revenues - Deferred revenues have met the asset recognition criteria but
have not met the revenue recognition criteria. Deferred revenues include accounts

receivable not received within the availability period of 60 days.

I) Noncurrent Liabilities - Noncurrent liabilities are reported in the government-wide
financial statements but are not reported in the governmental funds financial statements.
Proceeds from noncurrent liabilities and payments on those liabilities are recorded as
other financing sources and debt service expenditures, respectively, in the governmental
funds financial statements.
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VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

J) Net Asset Classifications - In the Government-wide financial statements, equity is
classified as net assets and displayed in three components:

1. Invested in capital assets, net of related debt - consists of capital assets net of
accumulated depreciation and reduced by the outstanding balances of any bonds,
mortgages, notes or other borrowings that are attributable to the acquisition,
construction, or improvement of those assets.

2. Restricted net assets - consists of net assets with constraints on their use that are
externally imposed (by creditors, grantors, contributors, or laws or regulations of
other governments) or by law through constitutional provisions or enabling
legislation.

3.  Unrestricted net assets - all other net assets that do not meet the definition of either
of the other two components.

K) Fund Balances - In the fund financial statements, governmental funds report
reservations of fund balance for amounts not available for appropriation. Designations
of fund balance represent tentative management plans that are subject to change.

L) Property Taxes - The Village’s annual property tax on real and personal property
within the Village is levied on July 1, and is based on taxable valuation of property as of
the preceding December 31.

Taxes are generally payable by September 15. Unpaid real property taxes as of
February 28 are turned over to the County Treasurer for coliection. The County
maintains a tax revolving fund which permits the County to pay 100% of the delinquent
real taxes within approximately 90 days of their delivery to the County.

The Village generally recognizes property taxes as revenue in the year the taxes are
levied. Property taxes not meeting the availability criteria are recorded as deferred
revenue in the governmental fund financial statements.

M) Use of Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses during the
period. Actual results could differ from those estimates.
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VILLAGE OF GARDEN

NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 2 - ADOPTION OF GASB STATEMENT NO. 34

The Government Accounting Standards Board is responsible for establishing generally
accepted accounting principles for state and local governments. The Village has adopted
anew financial reporting modet as of March 1, 2004 as required by GASB Statement No.
34, Basic Financial Statements - and Management’s Discussion and Analvysis - for State
and Local Governments. In connection with this accounting change, the Village has also
changed the basis of accounting used by their governmental funds from the cash to the
modified accrual basis. Because this change is occurring with the changes required by
GASB No. 34, management has accounted for the change to the modified accrual basis
by restating the prior fund balance of their governmental funds, as follows:

Total fund balances of governmental funds,
as previously stated $ 24007

Cumulative adjustment to previously stated
fund balances of governmental funds

due to change in basis of accounting 12,793
Total fund balances of governmental funds, as restated $ _ 36,800

NOTE 3 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
Compliance with Bond Ordinances - Ordinance 7 provides for reserves to be

accumulated out of the Water System revenues. At February 28, 2005 the Village was
not in compliance with all reserve requirements. The required and actual reserve
balances as of February 28, 2005 are as follows:

Required Actual
Balance Balance
Operation and Maintenance Fund:
Reasonable and necessary expenses
for the ensuing quarter $ 10,036 § 2,830
Bond and Interest Redemption Fund 2,944 7,504
Bond Reserve Account 12,000 274
General Purpose Account 77,142 1,279
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VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 3 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (Continued)

Deficit Fund Balances - At February 28, 2005 the following funds had deficit fund

balances:
Fund Amount
' General Fund $ 32,678
Local Street Fund 1,421

NOTE 4 - CASH DEPOSITS

Michigan compiled laws authorize and limit deposits and investments to federally
insured financial institutions with offices in the State of Michigan, direct obligations of
the United States, certain obligations of the State of Michigan or its’ political
subdivisions, specific investment grade short-term commercial paper, bankers
acceptances of United States banks and mutual funds investing in authorized investment

types.

Cash deposits are recorded at cost. At February 28, 2005, the carrying amount of the
Village’s cash deposits was $25,206 and the bank balance was $25,373 which was fully
covered by federal deposit insurance.
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VILLAGE OF GARDEN

NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 5 - CAPITAL ASSETS

The following summarizes capital asset activity for the year ended February 28, 2005:

Balance Disposals Balance
March 1, and February 28,
2004 Additions  Adjustments 2005
Governmental Activities:
Capital assets:
Buildings and improvements $ 37,737 § - by - S 37,737
Vehicles 46,479 - - 46,479
Equipment 44,585 62.356 - 106,941
TOTAL CAPITAL ASSETS §_ 128801 $_ 62356 $ - $_191.157
Less accumulated depreciation for:
Buildings and improvements § 37,737 $ - $ - $ 37,737
Vehicles 14,480 5,485 - 19,965
Equipment 36,127 2,567 - 38,694
TOTAL ACCUMULATED DEPRECIATION §$__88344 § 8052 § - $_96.3%
GOVERNMENTAL ACTIVITIES
CAPITAL ASSETSNET $__40457 $__54304 §$ - $__ 94761
Business-type Activities:
Capital assets not being depreciated:
Land $ 12455 % - $ - $ 12,455
Other capital assets:
Walter systems 1,525,287 - - 1,525,287
Vehicles 17,311 - - 17,311
Equipment —13,400 600 - 14,000
TOTAL CAPITAL ASSETS $1,568453 § 600 $ - $1,569,053
Less accumulated depreciation for:
Water systems $ 420,003 $ 38,132 % - '§ 458,135
Vehicles 17,311 - - 17,311
Egunipment 4,995 1,053 - 6,048
TOTAL ACCUMULATED DEPRECIATION $_442,309 $__39,185 § - $_481.494
BUSINESS-TYPE ACTIVITIES
CAPITAL ASSETSNET $1,126,144 ($__38,585) $ - $1.087.559
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VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 5- CAPITAL ASSETS (Continued)

For the year ended February 28, 2005, depreciation expense in the amount of $8,052 for
governmental activities was unallocated in the Statement of Activities. The Village
determined that it was impracticable to allocate depreciation on the buildings, vehicles,
and equipment as they serve multiple functions.

Depreciation expense in the amount of $39,185 for business-type activities was reflected
in the Water System Fund.

NOTE 6 - NONCURRENT LIABILITIES

Noncurrent liabilities in the government-wide financial statements are segregated
between amounts to be repaid from governmental activities and amounts to be repaid
from business-type activities. They consists of installment notes payable and revenue
bonds. A summary of changes in these long-term debt amounts is as follows for the year
ended February 28, 2005:

Balance Balance
March 1, February 28,
2004 Additions Reductions 2005
Governmental Activities:
Installment note payable $ 24589 § - $ 5808 § 18,781
Installment note payable 6,602 - 2,718 3,884
Installment note payable - 50,294 496 55.798

TOTAL GOVERNMENTAL ACTIVITIES
LONG-TERM DEBT $__31.191 §$__56294 3§ 9,022 $__78.463

Business-type Activities:

Revenue bonds payable $_181.500 § - $ 3,000 $_178.500
TOTAL BUSINESS-TYPE ACTIVITIES
LONG-TERM DEBT $_181,500 $__ - $ __ 3,000 $_J78500
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VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 6 - NONCURRENT LIABILITIES (Continued)

The installment notes payable are payable to a bank, secured by vehicles and equipment,
carry interest rates ranging from 3.85 to 4.35 percent and require monthly payments of
$478, $218 and $778. The following summarizes the debt service requirements for the
next five years for the notes payable, which includes $8,575 of interest payments.

Year ended February 28,
2006 $ 17,686
2007 16,378
2008 15,070
2009 12,234
2010 9,334
. Thereafter 16,336

TOTAL § __87.038

The revenue bonds payable outstanding as of February 28, 2005, consist of the Water
System revenue bonds in the amount of $178,500 which bear interest at 5%. Principal
is due in annual installments ranging from $3,000 to $12,000 through the year 2031.
Interest is due in semi-annual installments on March 1 and September 1. The Water
System revenue bonds are secured by a statutory first lien on the net revenues of the
Water System. The following summarizes the debt service requirements for the next five
years and thereafter:

Year ended February 28,
2006 $ 11,925
2007 11,775
2008 11,625
2009 12,475
2010 12,275
Thereafter 270,000

TOTAL $ _330,075

The above schedule includes $151,575 of interest payments.
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VILLAGE OF GARDEN
NOTES TO FINANCIAL STATEMENTS

February 28, 2005

NOTE 7 - INTERFUND BALANCES

Interfund balances as of February 28, 2005 consist of the following:

Fund Due From Fund Due To
General Fund g 6,833 General Fund $ 47,396
Major Street Fund 21,603 Local Street Fund 7,764
Water System Fund 43 854 Water System Fund 17.130

TOTAL § 72,290 $ 72,290

NOTE 8 - RISK MANAGEMENT
The Village is exposed to various risk of loss related to torts, theft, accident, errors,

omissions, injury and disaster. The Village’s principal resource used to manage these
nisks is through the purchase of commercial property and liability insurance policies.
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VILLAGE OF GARDEN

NOTES TO REQUIRED SUPPLEMENTAL INFORMATION
February 28, 2005

BUDGETARY INFORMATION

The Village prepares annual budgets on a cash basis. A reconciliation of revenues and expenditures
between the modified accrual basis of accounting used in the preparation of the governmental funds
financial statements and the cash basis of accounting used for budgetary reporting is as follows:

General Fund Major Street Fund Local Street Fund
Revenues Expenditures Revenues Expenditures Revenues Lixpenditures

Amounts reported on modified
accrual basis $ 125147 § 154,205 § 13,154 § 17678 § 7,293 § 14,584

Cash basis adjustments:

Current year change in
accounts receivable ( 103) - 1,529 - 16 -

Current year change in
accounts payable/prepaids - 188 - - - -

Cash basis amounts $§_125042 $_154393 §$__14683 S$__17.678 § 7.309 §__14.584

EXCESS EXPENDITURES

Excess of Expenditures Over Appropriations - Public Act 2 0f 1968, as amended by Public Act 621 of 1978
prohibits local governments in Michigan from incurring expenditures in excess of appropriations adopted by
the governing body. The following amounts of excess expenditures were incurred by the Village during the

cutrent year:

Actual
Budget Expenditures Excess

General Fund:

Village President $ 300 % 1,090 § 790

Interest and penalties - 14,577 14,577

Capital outlay 1,500 56,294 54,794

Street lights 2,900 5,896 2,996

Debt service 9,000 9,954 054

Recreation and culture - 1,642 1,642
Major Street Fund:

Insurance 2,500 3,029 529

Capital outlay - 3,031 3,031

Repairs and maintenance 750 2,531 1,781

Equipment rental 4,000 4,292 292

Miscellaneous 500 1,466 966
Local Street Funds:

Repairs 1,000 4,708 3,708

Capital outlay - 3,031 3,031

Insurance 1,950 2,785 835

Equipment rental 2,000 2,146 146

-28-
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VILLAGE OF GARDEN

GENERAL FUND BUDGETARY COMPARISON SCHEDULE - CASH BASIS

Property Taxes:
Current
Delinquent

State Sources:
Revenue sharing

Charges for Services:
Garbage collection
Equipment rentals

Other:
Insurance proceeds
Miscellaneous
Interest earnings
Interfund reimbursements

Budget

$ 18,000
8,000

24,000

8,600
6,500

1,500

17,200

$ __83.800

-20-

For the year ended February 28, 2005

Actual
$ 19,497
5,933

22,177

10,180
6,438

2,801
1,720
2

$ __ 68,748

(= e ——— ]

Variance-
Favorable

(Unfavorable)

$ 1,497

( 2,067)

( 1,823)

1,580

( 62)

2,801
220
2

( __17.200)

($ __15.052)



VILLAGE OF GARDEN

SCHEDULE OF GENERAL FUND EXPENDITURES PAID -

Village Council

Board fees

Dues and administrative expenses

Village President

Salary

Village Clerk

Salary
Bond

Travel
Other

Village Treasurer

Salary

Bond

Travel
Miscellaneous

Election
Salary
Supplies
Printing

Yillage Hall
Wages
Contract labor
Supplies
Utilities
Repairs
Miscellaneous

BY ACTIVITY AND ACCOUNT

For the year ended February 28, 2005

-30-

$ 2,070
526

$ __2.596

$ __ 1090

$ 3,885
487

97

175

$ __ 4.644

$ 4,245
272
416

$ ___4.939

$ 317
198
256

S 71

$ 21,238
1,598

760

5,011

1,952

$ 31,118



VILLAGE OF GARDEN

SCHEDULE OF GENERAL FUND EXPENDITURES PAID -

Equipment Maintenance

Supplies
Gas and oil supplies

Repairs and maintenance

Miscellaneous

Street Lightings

Electricity

Insurance

Payroll Taxes

Miscellaneous

Interest and penalties

Cultural
Historical Society

Recreation
Supplies
Utilities
Bank Charges

Debt Service
Principal
Interest

BY ACTIVITY AND ACCOUNT

For the year ended February 28, 2005

$ 431
3,712

5,306

48

$ 9,497
$ __ 5.89
$ 7,583
§ 2,487
$ 1,305
$ _ 14,577
$ 1,000
$ 467
121

54

$ 642
$ 9,022
932

$ 9,954
$ 56,294

TOTAL EXPENDITURES § _ 154,393
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LocA; AUDIT & FINANCE pyy

February 6, 2006

To the Village Council
Village of Garden
Garden, Michigan

In planning and performing our audit of the financial statements of the Village of Garden, Michigan
for the year ended February 28, 2005, we considered the Village’s internal control to determine our
auditing procedures for the purpose of expressing an opinion on the financial statements and not to
provide assurance on the internal control.

However, during our audit we became aware of several matters that are opportunities for
strengthening internal controls and operating efficiency. Our recommendations and comments are
presented to assist the Village in adhering to State accounting and budgeting requirements and to
strengthen internal controls. The memorandum that accompanies this letter summarizes our
recommendations and comments regarding those matters. A separate report dated February 6, 2006
contains our report on reportable conditions in the Village’s internal control.

We will be pleased to discuss these recommendations and comments in further detail at your
convenience. We appreciate the assistance provided to us by the Village officials and look forward
to working with them in the future.

Sehneiden, Rasohe, Hoapeliof Conpony Piic

Certified Public Accountants

401 Ludington Sfreet ¢ Escanaba, M 49829 e-mail: sth@chartermi.net
906.786.6151 + fax: 906.786.6625 Visit our website af www.sth-coa.com

1.800.562.4821




SEGREGATION OF DUTIES AND ACCOUNTING PROCEDURES

Due to the limited number of Village officials, the Village 1s limited as to the extent to which it can
segregate the duties of officials involved in the cash receipt, cash disbursement and recording of
transaction functions. Officials perform duties in which they have access to both physical assets and
the related accounting records. We recommend that the Village carefully review the Michigan
Department of Treasury’s Uniform Accounting Procedures Manual, which provides guidance and
procedures for implementing as much segregation of duties as possible.

CONTROLS OVER ACCOUNTS RECEIVABLE

The Village is not performing a monthly reconciliation of accounts receivable for water and garbage
charges. Individual customer account records are maintained showing individual billing and cash
payments, but a control summary is not maintained and reconciled to the total of the individual
account records. We noted that in some months we could not find all the individual account
billings/cash payments statements. These account statements should be prepared for all customers.
In addition, without preparation of a monthly summary and reconciliation, errors in posting of
billings and cash receipts to individual account records would not be detected. We strongly
recommend that the Village prepare a summary of the accounts receivable and reconcile the
individual account records to this summary on a monthly basis.

PAYMENT OF WAGES

The Village periodically makes payment for services performed by individuals who are not full-time
Village employees or officials. These payments should be included as wages with appropriate taxes
withheld and paid unless these payments are to individuals deemed to be “independent contractors”
as determined by Internal Revenue Service regulations. The Village should review its procedures
relating to these payments to insure it is complying with federal and state regulations.

MODIFIED ACCRUAI/ACCRUAL BASIS OF ACCOUNTING

The Village is considering purchasing a new computer and accounting software. Under GASB
Statement No. 34, the financial statements of the Village must now be prepared on the modified
accrual basis for its governmental type funds and the accrual basis for the Water System fund. We
recommend that the garbage accounts receivabie and water accounts receivable be set up into the
chart of accounts and accounted for within the accounting software. This will improve internal
controls and also will provide better monthly reporting to the Village Council and make fewer audit
adjustments necessary.

SH—




BUDGET PROCEDURES
During our review of the Village’s budget procedures the following matters were noted:

— The Village has not incorporated its recreation account expenditures in its annual budget. In
addition, a capital outlay expenditure that was financed by a note payable was not budgeted.

— The Village’s budget for the year ended February 28, 2005 did not include the beginning and
ending fund balance as required by the Uniform Budget Act of the State of Michigan.

— The Village budgets as revenue, interfund reimbursements for disbursements originally paid out
of the General Fund, rather than budgeting the net expenditures as General Fund expenditures.

— The Village had several instances of excess expenditures over budget.

We recommend that the Village revise its procedures to insure that beginning and ending fund
balance data is included in the annual budgets as required by the State. We recommend that the
Village budget the reimbursements against the expenditures so that only the net expenditures are
included in the General Fund budget and that all activities of the Village are budgeted for when the
Village finances a capital outlay expenditure with a note, the expenditure should be budgeted for and
the note payable included in the revenue budget. Additionally, the Village needs to monitor its
budgets periodically during the year to insure proper control of expenditures. Budget amendements
should be adopted prior to expenditures.
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October 19, 2005

INDEPENDENT AUDITORS* REPORT ON COMPLIANCE AND
ON INTERNATL CONTROL OVER FINANCIAL REPORTING BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH “GOVERNMENT AUDITING STANDARDS”

To the Village Council
Village of Garden, Michigan

We have audited the combined financial statements of the Village of Garden, Michigan, as of and
for the year ended February 28, 2004, and have issued our report thereon dated October 19, 2005.
In our report, our opinion was qualified because the Village did not include the General Fixed Asset
Account Group in their combined financial statements and did not capitalize and depreciate
enterprise fund property and equipment acquired prior to March 1, 1979 or record contributions in
aid of construction attributable to such acquisitions. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in “Government Auditing Standards”, issued by the Comptroller
General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Village of Garden’s combined financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct
and material effect on the determination of financial statements amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly, we
do not express such an opinion. The results of our tests disclosed instances of noncompliance that
are required to be reported under “Government Auditing Standards” and are described in the
following paragraph.

Fraud and illegal acts were committed by a management level Village official who embezzled funds
from the Village’s cash accounts. Inaddition, payroll taxes were not deposited or deposited late, and
payroll tax returns were not filed with the appropriate agencies.
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To the Village Council
October 19, 2005
Page 2

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Village of Garden’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the combined financial statements and not to provide assurance on the internal control
over financial reporting. However, we noted certain matters involving the internal control over
financial reporting and its operation that we consider to be reportable conditions. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design
or operation of the internal control over financial reporting that, in our judgement, could adversely
affect the Village of Garden’s ability to record, process, summarize and report financial data
consistent with the assertions of management in the combined financial statements and are described
in the following paragraphs.

Due to the limited number of Village officials, the Village is limited as to the extent to which it can
segregate the duties of officials involved in the cash receipt, cash disbursement and recording of cash
transaction functions. Officials perform duties in which they have access to both physical assets and
the related accounting records.

The Village is not performing a monthly reconciliation of accounts receivable for water and garbage
charges. Individual customer account records are maintained showing individual billing and cash
payments, but a control summary is not maintained and reconciled to the total of the individual
account records. Without preparation of a monthly summary and reconciliation, errors in posting
of billings and cash receipts to individual account records would not be detected.

A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements in amounts
that would be material in relation to the combined financial statements being audited may occur and
not be detected within a timely period by employees in the normal course of performing their
assigned functions. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be
material weaknesses. However, the reportable conditions described above are considered to be
material weaknesses.

This report is intended for the information of the Village Council, management and others within
the organization and is not intended to be and should not be used by anyone other than these

specified parties. .
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Certified Public Accountants
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH “GOVERNMENT AUDITING STANDARDS”

To the Village Council
Village of Garden, Michigan

Wehave audited the financial statements of the governmental activities, the business-type activities,
and each major fund of the Village of Garden, Michigan, as of and for the year ended
February 28, 2005 which collectively comprise the Village of Garden’s basic financial statements
and have issued our report thereon dated February 6, 2006. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in “Government Auditing Standards”, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Village of Garden’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide an opinion on the internal control over
financial reporting. However, we noted certain matters involving the internal control over financial
reporting and its operation that we consider to be reportable conditions. Reportable conditions
involve matters coming to our attention relating to significant deficiencies in the design or operation
of the internal control over financial reporting that, in our judgement, could adversely affect the
Village of Garden’s ability to record, process, summarize and report financial data consistent with
the assertions of management in the financial statements and are described in the following
paragraphs.

Due to the limited number of Village officials, the Village is limited as to the extent to which it can
segregate the duties of officials involved in the cash receipt, cash disbursement and recording of cash
transaction functions. Officials perform duties in which they have access to both physical assets and
the related accounting records.
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To the Village Council
February 6, 2006
Page 2

The Village is not performing a monthly reconciliation of accounts receivable for water and garbage
charges. Individual customer account records are maintained showing individual billing and cash
payments, but a control summary is not maintained and reconciled to the total of the individual
account records. Without preparation of a monthly summary and reconciliation, errors in posting
of billings and cash receipts to individual account records would not be detected.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. Qur consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control that might be
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that
are also considered to be material weaknesses. However, the reportable conditions described above
are considered to be material weaknesses. We also noted other matters involving the internal control
over financial reporting that we have reported to management of the Village of Garden in a separate
letter dated February 6, 2006.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Village of Garden’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grants, noncompliance with which could have a direct and material
effect on the determination of financial statements amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under “Government Auditing Standards”.

This report is intended for the information of the Viliage Council, management and others within

the organization and is not intended to be and should not be used by anyone other than these
specified parties.
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